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Abstract 
When online grocery shopping was first introduced in North America over a decade ago, 
thee-commerce concept for the grocery sector seemed to be promising. First movers, 
using the pure play or hybrid models, entered the market with high expectations; 
however, many e-grocers ended in bankruptcy or ceased operations within a few years. 
Over the past decade, studies have examined the problems related to online grocery 
shopping. This paper qualitatively reviews these studies in order to determine the key 
factors that affect the online grocery market. Previous work that has discussed its value 
propositions, business models, and technological influences is studied and summarized. 
The findings show that opportunities for the online grocery market to grow remain. 
However, e-grocers need to have a focused differentiation strategy, target segmented 
markets, and understand the key value propositions, sustainable business models, and 
technological influences in this market. 
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Key Value Propositions, Sustainable Business Models, and Technological Influences 
on the Online Grocery Market in North America 
Online grocery shopping (OGS) has been in existence for over a decade in North 
America. When the idea was first conceived, high expectations were anticipated for such 
a revolutionary concept. Shoppers were expected to adapt to shopping online for 
groceries very quickly; however, the majority of shoppers have been reluctant to change 
their habits from in-store shopping to online shopping (McTaggart, 2004; Dickey & 
Lewis, 2009). Although changing customer behavior has definitely been a challenge, 
other reasons may have influenced the slow growth and small market share of the online 
grocery business. In fact, according to the US Census Bureau (2009), online sales in the 
food and beverage sector represent less than 1% of total sales. 
In order to understand the reasons for the slow growth in OGS and the growth 
opportunities in this market, this paper reviews previous studies that have concentrated 
on the successes and failures of online grocery businesses. The main purpose of this 
paper is thus to summarize the findings on the qualities of a successful online grocery 
business. Specifically, this includes identifying key value propositions, sustainable 
business models, and technological influences on the grocery market. Findings in these 
areas will provide insights into the lessons learnt. As with any business, a sustainable 
business model coupled with unique and core value propositions will increase its chances 
of success. Furthermore, it is particularly important to note that technology has had a 
significant impact on OGS. By learning from the past, insights gathered from research 
studies, case studies, journals, and other descriptive work provide essential information 
for understanding the opportunities and challenges in this market. The findings will be 
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particularly useful to e-grocers planning to enter the market or undergoing strategic 
repositioning. 
Literature Review 
E-commerce began to grow in the mid-1990s. Initially, goods such as books, 
software, music, and clothing comprised the bulk of online purchases. Amazon. com, 
founded in 1995, has been a major influence on popularizing online shopping by offering 
these products (Gefen, 2000; Xie, 2004; Schwarzl & Heinemann, 201 0). Although 
Amazon served as a platform to facilitate sellers and buyers in online transactions, many 
retailers began to develop their own online systems in the form ofwebsites in order to 
provide an online distribution method and thus increase sales. 
With the growing popularity of online shopping, many retailers began to apply the 
e-commerce concept to other sectors such as the food and beverage sector; however, 
more online grocers failed than succeeded. For example, the first wave of online grocers 
in the US such as Streamline, Shoplink, and Webvan went bankrupt or ceased operations 
within a few years of opening (Palmer, Kallio, Saarinen, Tinnila, & Tunnainen, 2000). 
However, not all online grocers failed when they first entered the market. Peapod, North 
America's first e-grocer founded in 1989, was a first mover in the online grocery market 
in the US (Pea pod, 2011) and it remains strong based on its $451.33 million sales 
reported in 2010 (Demery, 2011). The following subsections present previous studies of 
the online grocery market. Through a better understanding of the value propositions of 
OGS that have attracted shoppers, sustainable business models that have been applied, 
and technological advancements that have influenced the OGS market, opportunities and 
challenges with the online grocery market in North America are identified and examined. 
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The findings on these topics show different viewpoints on market opportunities in the 
US. 
Online Grocery Market 
The first wave of US e-retailers in the grocery market was observed in the late 
1990s to early 2000s. The expectations of the online grocery market have been high from 
its inception as other e-commerce sectors grew exponentially. Raijas and Tuunainen 
(200 1) saw great potential in applying online shopping to grocery purchases because of 
the nature of grocery shopping, which is typically frequent and routine with consistent 
buying patterns and shopping behavior. 
Although grocery shopping seemed to fit the online style and online sales were 
expected to grow, the actual growth in online sales did not meet the early projected 
figures. In 2000, the online grocery market at a global scale was $300 million out of $2 
trillion in the total grocery market (Palmer et al. , 2000); as a result, online sales 
represented approximately 0.015% ofthe market. Palmer et al. (2000) found that the 
growth of the global online grocery market was expected to reach 2% by 2000 and 15-
20% by 2007. Nevertheless, this did not relate to how the US market was performing. In 
2006, online grocery sales were reassessed and projected to reach 1.1% of the $760 
billion US grocery market by 2010 (Palank, 2006). Once again, the projection was over-
estimated. According to the US Census Bureau report (2009), e-commerce sales in the 
food and beverage sector from 2006 to 2009 remained static at 0.2% of total sales in the 
US. However, this still represented $883 million of sales in 2009. Compared with a total 
grocery expenditure in the US approximated to be $540 billion in 2009, Freeman (2009) 
argued that there is still a huge potential in this market for B2C e-commerce. 
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Furthermore, although total sales are important, profit is more important (Palmer et al., 
2000). With the grocery market being highly competitive and the profit margin 
particularly low at 2-4%, it is important for retailers to focus on a high volume of sales 
(Palmer et al., 2000). 
The different trends observed in various studies also indicate a positive sign for 
OGS to grow. Four main trends that support the growth ofOGS have been identified in 
the literature: consumers' growing desire for convenience, the Generation Y group 
having higher acceptance levels of online shopping, the readiness of technology in terms 
of broadband Internet access, and the global trend towards customization and 
personalization to consumer needs (Swedowsky, 2009; Schwarz! & Heinemann, 2010). 
Passyn, Diriker, and Settle (2011) discovered that consumers under 35 or over 50 
years old rank online shopping above in-store shopping in terms of it being "less tiring, 
demanding, exciting, entertaining, stimulating, fun, and enjoyable" (p. 1 07). These results 
were based on a survey of 1,060 adult consumers in the US and agree with the claims that 
Swedowsky (2009) made in terms ofthe Generation Y group (i.e., those born from 1977 
to 1990) supporting the online shopping style (Djamasbi, Siegel, Skorinko, & Tullis, 
2011 ). The findings of Passyn et al. (20 11) also suggested that there may be a trend for 
older consumers to give OGS a chance. 
Swedowsky (2009) highlighted several reasons why it is the right timing for OGS 
to resurge. For example, the online population grew from 100 million in 2001 to 200 
million by 2009. This growth in Internet usage points to the likelihood of online 
purchases increasing. The author also claimed that over " 13 million U.S. Internet users 
visited a grocery site in July 2009" based on sources from The Nielsen Company (p. 1 ). 
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The Nielsen Company conducted market research by collecting secondary data from 
blogs, message boards, and social networks. As the methodology is not explicitly defined 
in the study, the findings can only be used as a general reference. 
In a separate study, Swedowsky and Burmaster (2009) found that approximately 
"16% of all British households have purchased online in 2008, and this is double the 
amount to that of American households" (para. 13). According to another study, it 
claimed approximately one-quarter ofUS households have purchased food online 
(Schwarzl & Heinemann, 201 0). Since there are discrepancies in the findings, further 
study is required to ascertain the actual number of households that purchased online. 
Based on Swedowsky's (2009) study, since 13 million Internet users out of a population 
of 308 million (US Census Bureau, 201 0) have visited a grocery site and it equates to 
approximately 4.2% of the US population, the finding that indicated the lower percentage 
of households seems more reasonable. 
There is also a global trend in the online personalization of consumers' needs. 
Freeman (2009) underlined that the website designs of online grocery systems can have a 
significant impact on consumers adapting toe-grocery. As web development advances 
and access to the Internet is even more readily available, these factors will influence 
consumer adoption ofOGS. Moreover, Palmer et al. (2000) claimed that the busy 
lifestyles of consumers may help change consumer behavior towards favoring online 
shopping. In other words, consumers will search for ways to be more efficient in the 
routine process of grocery shopping. Furthermore, they may also search for ways to be 
more cost effective as observed by the growing popularity of price comparison websites 
(Schwarzl & Heinemann, 201 0; Swedowsky, 2009). 
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The Reinvestment Fund report (2011) by the CDI fund provided a breakdown of 
the top supermarket chains in the US grocery industry by market share: 
• Wa1mart 
• Kroger 
• Safeway 
• Supervalu 
• Ahold USA 
• Publix Super Markets 
• Delhaize 
• H.E. Butt Grocery Co . 
• Great Atlantic & Pacific Tea Co . 
• Meijer, Inc . 
Of the top 10 supermarket chains according to this report, Walmart had a 28% 
market share in 2011. Kroger had 11%, while the remaining eight chains comprised 29% 
of the market. Finally, smaller stores made up the remaining 32%. From this breakdown 
in market share, it can be seen that the market is competitive. Compared with Europe, the 
market is more concentrated. For example, the top five grocery retailers have more than 
90% of market share in all of the Nordic countries and approximately 50% of the market 
in France (Palmer et al., 2000). This may be one of the reasons why OGS in Europe is 
growing faster than the US. Furthermore, Swedowsky and Burmaster (2009) found that 
UK chains such as Tesco have more control over the UK market than the dispersed 
regional chains in North America. 
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Most top supermarket chains offer an online grocery system via different business 
models. Chains such as Walmart, Safeway, and Publix use the hybrid model to distribute 
products in order to take advantage of their existing infrastructures. The hybrid model 
uses the online system as an alternative channel to sell products, and consumers can 
choose to pick up orders or have them delivered. Safeway, however, only offers the 
delivery option (http://shop.safeway.con:!L). Some chains such as Kroger use the online 
channel to handle specialty foods that might not be available at stores 
(http://kroger.elsstore.com/). Other retailers such as Ahold USA and Supervalu have 
collaborated with Peapod to offer online purchases and delivery. 
By providing another channel, these retailers aim to meet consumer needs in order 
to retain customers, attract new customers, and stay competitive. In order to ensure that 
the needs of consumers are met, retailers tailor their offerings to consumers' interests and 
behaviors as well as to economic changes. Typically, supermarkets monitor four 
economic indicators to predict consumer behavior so that they can structure their 
positioning and promotions accordingly (The Reinvestment Fund, 2011). These 
indicators include monitoring the disposable incomes of consumers, interest rates, 
consumer confidence, and population density. When disposable income is high, 
consumers tend to opt for gourmet or branded products compared with general and 
cheaper alternatives. When interest rates are low, consumers are willing to spend money. 
When consumer confidence is low, consumers are less willing to spend in the retail 
market. Finally, the population density within the proximity of the store will dictate the 
appropriate marketing efforts and pricing levels. These fundamentals affect the general 
behavior of consumers. However, according to previous studies, the online grocery 
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market is also dependent on value proposition, business models, and technological 
influences. These are discussed in the following subsections. 
Value Propositions 
A number of research studies have aimed to understand perceived value in OGS. 
Depending on the perceived value of OGS, which is valued differently by consumers, it 
may motivate or deter consumers from shopping online. By identifying the key value 
propositions that attract consumers in OGS, grocers can refine their online offerings and 
increase the adoption rate of online shopping. The key values identified in previous 
studies include factors such as convenience, price, quality, entertainment, and ease of 
use/usefulness of the system. In addition, a collection of previous studies has pinpointed 
the specific motivating and inhibiting factors regarding OGS. This knowledge can also be 
used to develop strategies in order to overcome challenges in this market. 
Convenience. Initially, the key value proposition to OGS was viewed as 
providing convenience to consumers. This idea was supported by the findings of Bevan 
and Murphy (2001). Bevan and Murphy (2001) classified consumer values in OGS as 
extrinsic self-oriented active or extrinsic self-oriented reactive. Extrinsic self-oriented 
active refers to valuing efficiency and convenience. Extrinsic self-oriented reactive refers 
to valuing excellence and quality. For instance, efficiency and convenience may relate to 
the ability to place an order any time of the day, to deliver on the same day, and to view 
product information such as recipes or details conveniently. Excellence may relate to 
product or service quality such as payment security, risk-free return policies, and easy-to-
use shopping facilities . Bevan and Murphy (200 1) concluded that efficiency and 
convenience were the primary values. 
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Furthermore, Sundstrom (2008) and Swedowsky (2009) claimed that convenience 
is experienced on two levels: (1) flexibility in the time of ordering (i.e., not bounded by 
in-store opening hours) and (2) the ease of selecting items for repeated purchases when 
historical purchases have been stored in the system. This finding builds on the efficiency 
and convenience values described by Bevan and Murphy (2001). Indeed, convenience is 
dependent on the online grocery system. As discovered through a theoretical framework 
to analyze the "benefits of convenience, convenience in the context of technological 
innovations, and convenience in decision making" (Sundstrom, 2008, p. 2), the perceived 
ease-of-use of self-service technology can critically affect a consumer's perception of 
convenience. The author also argued that ease of use is different among shoppers with 
different levels of technical competencies. Freeman (2009) agreed with Sundstrom's 
study by finding that convenience may be affected by the design of the online grocery 
system. 
Price. Palmer et al. (2000) claimed that there are two groups of customers: 
service seekers and price/efficiency seekers. While service seekers opt for convenience, 
price seekers focus on cost. These seekers may be attracted to cost savings such as 
comparing prices before purchasing or finding lower prices. If prices are readily available 
on the Internet, comparing prices can be easily accomplished. Search engines and price 
comparison websites have been shown to highly influence purchasing decisions 
(Schwarzl & Heinemann, 2010). Although Clark and Wright (2007) showed that the 
tendency to compare product price for groceries is low, Swedowsky (2009) indicated that 
price comparison might appeal to a segmented target audience such as frugal shoppers or 
those on tight budgets. 
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Furthermore, external factors such as the economic climate may encourage this 
type of shopper. Kurnia and Schubert (2004) studied an Australian e-grocer and found 
that low prices may accelerate the use of OGS. This also suggests that price is a critical 
factor in valuing OGS. From this research study, respondents identified that online 
shoppers typically do not benefit from lower prices and suggested that this was a concern. 
The authors thus concluded that associating OGS with lower prices would appeal to 
shoppers. In order to lower costs, grocers must improve their efficiency levels by 
managing costs. Typically, costs can be reduced when the volume of sales is high 
because of economies of scale. Thus, offering low prices will need to be considered as a 
business model in this sector because the demand ofOGS tends to be low in the US. 
Furthermore, these studies highlight the importance of knowing what value means to 
different types of shoppers. A consideration of target audience and their specific needs 
must be assessed collectively. In some cases, price and efficiency may be valued over 
convemence. 
Quality. Although low prices may attract online shoppers, the quality of the 
product should not be jeopardized. Webvan failed because they tried to lower the prices 
of products by offering lower quality products (Lunce, Lunce, & Maniam, 2006). Other 
ways of cutting costs will thus need to be considered. Boyer and Hult (2006) found that 
online groceries can have better quality and freshness because products may be 
transported directly from the distribution center. This shortened supply chain may also 
help reduce product costs. 
Entertainment. Entertainment value has also been found to influence OGS by 
recent studies (Cho, 2009; Passyn et al. , 2011). Passyn et al. (2011) found that women 
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prefer in-store shopping to online shopping because they describe the experience in the 
following terms: fun, excitement, entertainment, stimulation, and social companionship. 
If online shopping provided an entertainment or fun factor, it may assist in persuading 
women to use it as a distribution channel. 
Passyn et al. (2011) also recommended using advanced technology and creativity 
in order to match the user experience of online shopping to that of store shopping. 
However, the authors emphasized that men and women have different shopping habits. 
As a result, the entertainment factor may not appeal to both genders. For instance, men 
prefer to shop effectively, while women prefer the social interaction (Passyn et al., 2011). 
For example, women may want recommendations and opinion, while men may want 
precise answers to specific questions. Therefore, e-grocers may want to treat men and 
women differently when providing assistance online. 
Ease-of-Use and Usefulness. Clark and Wright (2007) showed that customers' 
purchasing behavior can be highly complex. For example, they found that sites with 
features such as "my favorites" or "last order" were preferred. This functionality may 
even affect the convenience factor. They further found that consumers encountered 
problems finding products by searching or browsing. Furthermore, when selecting 
produce, consumers felt that they lacked control in assessing the quality without being 
able to select based on the sense of sight, touch, and smell. From these findings, the 
user's experience of the website is important in navigating, finding, and selecting 
products. This affects the perceived value ofOGS. The authors suggested the following 
be considered: user experience of the online grocery system, user perception of control 
over product selection, usability, and the functionality of the system. 
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Studies have also shown that a growing number of shoppers have special dietary 
requirements or allergic needs (Swedowsky, 2009; Clark & Wright, 2007). Clark and 
Wright (2007) further pointed out that food choices can also be affected by religious and 
ethnic needs. The online grocery system may thus need to account for a consumer's 
needs to ensure users feel they have control. This aids usability and allows consumers to 
quickly find their products based on personal preferences (Swedowsky, 2009). In 
addition to special needs, recommendations or suggestions for substituting items may 
provide additional value to consumers (Swedowsky, 2009). 
Cho (2009) studied the value ofOGS based on consumers' overall satisfaction. 
He found that overall satisfaction depends on perceived usefulness and perceived ease of 
use. These two elements are influenced by factors such as convenience, product, brand 
name, price, information, and entertainment. He also discovered that the perceived 
usefulness and ease of use are significantly affected by convenience, information, 
entertainment, and product factors. 
Motivating and Inhibiting Factors. In addition to the findings on core value 
propositions, research has identified the specific motivating and inhibiting factors of OGS 
(Ahola and Oinas-Kukkonen, 2003 ; Sundstrom, 2008; Picot-Coupey, Hure, Cliquet, & 
Petr, 2009; Swedowsky, 2009). These are valuable insights into how grocers shape their 
online grocery offerings, such as by emphasizing motivating factors and finding 
alternatives to address the inhibiting factors. A considerable amount of literature has been 
published on the subject and the following pinpoints some of the key findings. 
Ahola and Oinas-Kukkonen (2003) identified motivating factors such as the 
"information society, use of electronic services, market segments with purchasing power, 
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online shopping cultures, market-oriented strategies, marketing capabilities and 
cooperation partners, physical stores, knowledge of grocery industry, centralized 
purchasing and marketing systems, efficiency, integrated and interoperable IT systems" 
(p. 523). Moreover, Picot-Coupey et al. (2009) found that motivating factors behind OGS 
included time saving, shopping at any time, and physical constraints to visit stores (e.g., 
disability, pregnancy, remote location). 
Swedowsky (2009) presented the top 10 reasons behind using OGS as follows: (1) 
avoid lining up and crowd; (2) allocate products not found at store; (3) easy to use; (4) 
access to deals and promotions; (5) save on transportation costs to stores; (6) save time; 
(7) have better selection; (8) avoid bad weather conditions; (9) shop efficiently; and (10) 
additional information and product details are available online. These findings agree with 
the study by Palmer et al. (2000) that OGS may appeal to service or price seekers. 
Service seekers may pay more attention to the convenience factor such as delivery form 
(i.e., pick-up or delivery, time and location), access to additional product-related 
information, broad selection of products, and no limits on opening hours. Price seekers 
may value the reduction in direct and indirect costs (i.e., eliminate travel costs to visit 
stores, saving money by selecting recommended substitutes, time savings from no lining 
up or commuting). 
Inhibiting factors to OGS have also been identified in previous studies. One of the 
main differences for OGS compared with online shopping for other sectors such as books 
and electronics is the perceived value of shopping online. Raijas and Tuunainen (2001) 
underlined that groceries have a low value-to-weight ratio compared with non-grocery 
products. This means consumers would have to buy many items in order for total savings 
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to be substantial. Thus, perceived savings are low. Freeman (2009) found that the average 
shopping basket includes 54 items. Thus, if it requires considerable time to complete all 
product selections online before proceeding to checkout, time savings are diminished. 
Additionally, if not all items are available at one store or if products are out of stock, the 
consumer may have to repeat the product selection process on multiple e-retailer 
websites. 
Furthermore, Ahola and Oinas-Kukkonen (2003) found that the "lack of computer 
usage and availability, small markets, changing buying habits, demographics, population, 
logistic arrangements and distribution structure, and investment in physical stores" affect 
OGS negatively (p. 523). 
Another major challenge is the need to change consumer behavior when 
switching from in-store shopping habits to OGS. It has been observed that there is a slow 
behavioral shift (McTaggart, 2004; Dickey & Lewis, 2009). Dickey and Lewis (2009) 
also claimed that the perceived value must be high in order for shoppers to change their 
shopping behavior. 
Picot-Coupey et al. (2009) identified the following inhibiting factors to OGS: 
delivery time and costs, product quality uncertainty, inability to choose products through 
sense of touch and smell, high prices, loss of social ties, fears of change, and learning 
new technology. The authors identified that shoppers who treat grocery shopping as an 
organized, duty, and routine act favor OGS 
Swedowsky (2009) included barriers to OGS. These consist of concerns related to 
(1) shipping costs; (2) waiting for delivery; (3) security/privacy; ( 4) coupon usage; (5) 
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price; (6) confusing system; (7) inability to inspect products; (8) changing habit to shop 
online; and (9) product quality. 
Sundstrom (2008) discovered other reasons for the low consumer adoption of 
OGS. These included the slow loading times ofwebsites, inability to navigate and find 
products, incomplete information, and the lack of human interaction. This study focused 
on the usability of the website. Freeman (2009) also identified similar issues and stressors 
to OGS, although he added points such as the difficulty searching for products 
effectively, lack of customer service, lack of interaction, inability to feel the products, 
and technical difficulties with websites or Internet connections. 
Business Models 
A sustainable business model requires a business to be profitable over time. A 
business model defines how a company generates revenue and manages costs in order to 
be profitable. If this can occur over time, the business model is sustainable. For the 
grocery industry, business can be conducted in different ways. One method is e-
commerce, which is also known as e-retailing or e-business. In the online grocery 
business, e-grocers are typically classified into two major groups: (1) pure play grocers 
(2) hybrid grocers. These two groups implement different online strategies. Another 
group that has evolved following the pure play grocers and hybrid grocers is the agent 
grocers. 
Pure play grocers exclusively use the online approach to market and distribute 
their products. They do not have physical stores; therefore, products are delivered using 
their own delivery systems or through a third-party delivery service. In the past, some 
have fonned strategic alliances with grocery wholesalers with the intent of shortening the 
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value chain in order to minimize costs (Palmer et al., 2000). Thus, pure play grocers may 
buy products directly from the source such as suppliers, fishers, and farms (Lopez, 
Keskinocak, & Hays, 2005). These products will be stored at warehouses where food 
preparation and processing takes place before being transferred to distribution centers and 
delivered to consumers. 
Hybrid grocers, by contrast, are traditional bricks and mortar (B&M) businesses 
that also market their products online. In this context, B&M businesses refer to grocers 
with physical stores for operation. Lopez et al. (2005) pointed out that hybrid grocers 
have mainly entered the online market to match the offerings of competitors. They have 
an advantage over pure play grocers because consumers can choose to pick up the online 
orders at the store instead of having them delivered. The authors identified a number of 
stores that have achieved success using the hybrid approach in the United States such as 
Abertsons, Publix, and Safeway, while non-US hybrid grocers such as Tesco, Fairprice, 
and Park'n Shop have also had positive results. Furthermore, they indicated that the 
online order and delivery concept works well in dense populations, especially where local 
people use public transport more than driving their own vehicles. 
By providing consumers with a way to order directly from the Internet at their 
leisure, e-grocers are adapting to a self-service model. The original intent for grocery 
stores was to allow consumers to select their own products via a self-service model 
(Freeman, 2009). Typically, the self-service model allows retailers to cut operating costs 
because these costs are transferred to consumers. Oliver and Livermore (2009) 
discovered that although these costs are supposed to be transferred to consumers in the 
online grocery business, this is actually not the case. The authors pointed out that the self-
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service model of allowing consumers to purchase from home is actually shifting costs 
back to suppliers. The processes of product retrieval and delivery are costly to grocers. 
As a result, in order for the business to be profitable, many grocers end up charging 
consumers more for online purchases. Because of these high delivery costs, this becomes 
an inhibiting factor for consumers to adapt to OGS. 
Palmer et al. (2000) studied 14 online grocery retailers from America, Europe, 
and Australia and found that US models "attempt to reengineer the supply chain and 
often replace and compete with existing grocers" (p. 35). Contrarily, the authors noted 
that non-US models use the existing physical infrastructure to facilitate store pick-up. 
Effectively, this minimizes the associated shipping costs. As a result, the authors claimed 
that this was a major reason why non-US models have enjoyed better success than US 
models. 
Initially, the North American approach ofreengineering the supply chain seemed 
to be the right way, because North America seemed to have the most sophisticated online 
grocery offering in the world in the early 2000s (Dickey & Lewis, 2009). However, the 
US approach was questioned after a number of pure play and B&M grocers went 
bankrupt shortly after. Webvan, one of the first movers in online grocery retailing in the 
US, collapsed because it tried to offer a full product line for home delivery too fast and 
too soon (Dickey & Lewis, 2009). The costs associated with delivery and logistics were 
high but the targeted audience was small. As a result, it was unprofitable. 
Anckar, Walden, and Jelassi (2002) stated that some first movers collapsed 
because they failed to strategize and offer competitive advantage, lacked profitable 
business models, and overestimated market size and penetration. Ahola and Oinas-
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Kukkonen (2003) studied an e-grocery system in Finland. Within three years of starting 
the operation, the business, which used a hybrid model to handle OGS, ended its service 
because of a lack of demand. The online grocery service attracted people with physical 
constraints, families with young children, and businesswomen but the sales volumes did 
not support a sustainable model. 
Not all companies have failed though. As discussed earlier, Peapod and 
FreshDirect have shown success by using a similar model of growing slowly and 
targeting limited geographical locations (Dickey & Lewis, 2009). The success ofthese 
two companies has demonstrated that a focused strategy is more effective and viable for 
the online grocery market. 
A comparative analysis was conducted between two pure play firms that had very 
different outcomes: Webvan failed but Peapod succeeded (Lunce et al., 2006). The 
authors compared the two companies in terms of marketing, management, strategy, 
technology, and logistics and identified the following reasons for Webvan's failure: (1) it 
expanded too rapidly into regions without proper business analysis or market research; 
(2) it invested in expensive technology and infrastructure that could not be recouped by 
low profit margin items; (3) it overestimated the adoption rate ofOGS; (4) it did not form 
strategic alliances or partnerships to leverage from others' expertise in the grocery 
market; (5) it did not manage its high delivery cost; (6) rebranding caused a loss of brand 
recognition; (7) the positioning of the company as a delivery service rather than as a 
grocery business placed it in direct competition with established delivery businesses such 
as Fedex and UPS; and (8) it chose to sacrifice quality by offering lower quality low-cost 
products. 
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By contrast, Peapod behaved oppositely to Webvan in many ways. It succeeded 
by forming strategic alliances and partnerships to handle distribution systems, focusing 
on customer relationship management and customers' needs, growing gradually to 
regions that were supported by customer demand, focusing on concentrated markets, 
considering market segmentation in marketing campaigns to make delivery density reach 
economies of scale, and merging with Royal Ahold at the right time to gain more access 
to capital to grow the business. 
Keh and Shieh (200 1) suggested the following key success factors in the online 
grocery market: first-mover advantage, access to capital, strategic alliances, organized 
website, excellent service, logistics structure, and value-added information to 
complement shopping experience. The potential pitfalls include delivery cost and 
structure, readiness of technology, security, inability to gather capital, privacy, and 
inability to sense products through seeing, touching, and smelling. More than a decade 
after these observations by Keh and Shieh (200 1 ), technology has changed significantly 
in order to reduce the issues related to technology, security, and privacy. Website design 
has also improved in order to allow better user experience including the better 
presentation of product information. 
Dickey and Lewis (2009) studied the online business models applied by e-grocers 
in the US and observed that the first movers to the e-retailing of groceries failed mainly 
because they were trying to offer too much to consumers (i.e., over-promising time 
savings, product selections, convenience etc.). Moreover, both pure play and hybrid 
grocers failed because they relied too heavily on advertising revenue compared with 
generating revenue from customers. Many pure play grocers did not have a viable 
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business model to manage the high delivery costs related to logistics. Grocers were also 
overly optimistic when it came to assuming the switching rate to OGS (Dickey & Lewis, 
2009). 
Dickey and Lewis (2009) suggested that e-grocers should focus on targeting 
consumers who want a particular type of grocery product delivered. In addition, products 
should still be of high quality and offered at a low price. The authors emphasized that 
grocers need to understand how e-commerce can be executed in order to provide a 
competitive advantage to their businesses. Value propositions must meet consumer needs. 
This distribution channel should not be offered just to stay competitive and match 
competitors' offerings. 
Shea and Zivic (2003) pointed out that although the online grocery concept was 
promising, the results were disappointing. After surveying managers from retail grocers 
in the US, they found market segmentation to be critical for formulating a profitable 
business by targeting a specific audience. The authors concluded that "time-starved, 
young families living in or near cities" (p. 27) are the market segment to focus on. 
Technologically inclined consumers in their early 20s will soon start families and they 
will thus need to decide the best way to purchase groceries (Swedowsky, 2009; Schwarz! 
& Heinemann, 2010). Further to market segmentation, Ellis (2003) claimed that it is 
important fore-retailers to focus on market segmentation and cultural fit. For example, 
the UK has a denser population; therefore, e-retailers have taken advantage of this with 
their delivery services. The more successful e-retailers in the US have chosen to target 
dense urban areas. 
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The OGS market is still evolving as new technology and entrants are introduced. 
Schwarz! and Heinemann (20 1 0) claimed that there are currently no barriers to new 
entrants in this market. In fact, we can see the next wave of entrants entering the market 
such as Amazon, Walmart, and Alice.com. These companies are using the hybrid and 
pure play models. In addition, there are new entrants who are offering an agent-type 
service such as wegoshop.com and mysupermarket.co.uk. Their model are referred as the 
agent model. 
Amazon launched an e-grocery division for fresh products under the name 
Amazonfresh in 2007 (Devi, 2008). Initially, it offered 1,000 non-perishable items to 
specific neighborhoods in Seattle in order to test the market (Amazonfresh, 2011). In 
2010, Amazon expanded its product line to 42,000 items and they have since formed 
partnership with froodies, saymo, food-shop-24, and natur.com to handle distribution 
(Schwarz! & Heinemann, 201 0) . It is also handling its delivery costs differently. 
Compared with other models in which shipping is charged on a per use basis, Amazon 
charges shipping on an annual basis. A fee of $80 covers the unlimited use of its two-day 
shipping service (Devi, 2008). This serves two main purposes: it encourages consumers 
to order items on an ongoing basis and it removes the sense of continuous high delivery 
costs. 
Walmart announced its entrance into the online grocery market in 2011 in the 
form of a beta test in California (Lewis, 2011 ). If a consumer makes a minimum purchase 
of a certain amount, then free delivery is provided. Otherwise, the customer can opt for 
pick up at a nearby store in order to avoid shipping costs. 
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In 2009, Alice.com entered the online grocery market with a different business 
model (Swedowsky, 2009), namely home delivery for free. This pure play e-grocer 
attempts to shorten the value chain by getting deals directly from manufacturers and 
selling them to consumers. By doing this, costs are reduced by removing profit from 
intermediaries (Buying Direct from Manufacturer, n.d.). 
Companies such as wegoshop.com and mysupermarket.co.uk use the agent 
model. These companies act as agents for consumers by grocery shopping from different 
online or physical stores. By using the agent model, consumers can buy online in one 
system but access deals from multiple stores. As a result, the model assists consumers in 
price comparison. In fact, Du and Huhns (20 11) found that consumers who perform price 
comparison by using the agent model may save up to 16% in price. Furthermore, it is 
much more convenient for the consumer to use one system to shop instead of shopping 
from separate stores. In the example ofwegoshop.com, consumers have high flexibility 
and control because they can ask the agents to make purchases at specific stores as well 
as follow detailed instructions in product selection. The service includes next-day home 
delivery. Mysupermarket is an online grocery system that centralizes the product and 
price information of four stores in the UK: Tesco, Asda, Sainsbury, and Ocado. 
Consumers can use this website to place orders from the four online stores after 
comparing prices and product information. Mysupermarket claims that consumers can 
save up to 35% in grocery shopping. Therefore, whether consumers are price or quality 
sensitive, this model satisfies their needs. As a result, this type of agent service may 
provide additional value to consumers compared with individual pure play and hybrid e-
grocers. 
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Technological Influences 
Technology has had a significant impact on e-commerce activity; hence, it 
directly influences the online grocery market. Website design can influence OGS usage. 
Kurkela and Iivari (2005) studied the determinants of the perceived quality of e-retailing 
and concluded that the ease-of-use of the website can promote the acceptance of buying 
online. In addition to website design, technology includes different aspects such as web 
evolution, Internet usage and availability, mobile commerce (m-commerce), and new 
technology. 
In terms of web evolution, Schwarz! and Heinemann (2010) observed that Web 
2.0 websites are preferred over Web 1.0 websites. The growth rate of the former is much 
faster than that of the latter. Although Web 1.0 sites only focus on pushing information, 
Web 2.0 differs by integrating social interaction. This allows users to share information 
such as their feedback, ratings, product reviews, and comments. Schwarz! and 
Heinemann (2010) suggested that social interaction has aided e-commerce. The authors 
stated that progressive online development is expected to overcome the existing barriers 
to shopping online. For example, they indicated that online experience is crucial to 
customers navigating around a website. Ifthere is a low level ofuser-friendliness and 
missing functionality, users might abandon the site. In addition, loading time is crucial. 
The authors also proposed that technological advancements such as viewing 3D format 
products on touchscreen monitors can take the user experience to a new dimension. 
Swedowsky (2009) suggested that online grocery systems should utilize Web 2.0 
to allow for customer product reviews, retailers' reviews for perishables, recipe directions 
in videos, and manufacturer videos. The author also pointed out that online grocery 
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systems have the ability to allow consumers to personalize their planning and shopping 
experiences (e.g., to save grocery lists of recurring purchases, view recipes, plan meals, 
reorder based on historical purchases etc.). Integrating this type of functionality 
simplifies the online shopping process. 
Furthermore, the web is continuously evolving. It is believed that Web 3.0 will 
follow Web 2.0. This will focus on the semantic web, mobile web, and immersive 
Internet (Green, 2011) and may include technology related to personalization, geosocial, 
augmented reality, and video (Dwivedi, Williams, Mitra, Niranjan, & Weerakkodv, 2011; 
Shaw, 2011). Grocers will need to stay updated to determine whether Web 3.0 can be 
implemented effectively to encourage OGS. 
It is evident that the Internet has allowed e-business to grow because of the unique 
ability for consumers to assess price and information instantly, cheaply, and securely 
(Dickey & Lewis, 2009). £-commerce depends on the accessibility and availability of the 
Internet. Based on statistics oflnternet usage, North America leads with 78.3% of the 
population as Internet users. Oceania and Europe follow at 60.1% and 58.3%, 
respectively (http://www.internetworldstats.com/stats.htm). This shows that a large 
proportion of the population in North America have access to the Internet. As the Internet 
continues to become more accessible, more people in North America will likely adapt to 
online shopping. 
The evolution of m-commerce is forcing retailers to rethink their marketing 
approaches. Although m-commerce is similar to e-commerce in the sense that users 
determine the perceived value based on usefulness and ease of use (Sadia, 2011 ), it has 
additional benefits. For instance, visiting a website and making online purchases from a 
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desktop PC is no longer mandatory. Mobile versions of websites or apps, smaller 
applications that run on handheld mobile devices such as cellphones and tablets, are 
simplifying access to information on the go. For example, both Amazon and Peapod have 
created apps for smartphone users to shop online more easily and conveniently. 
In terms of ease of use, Colbome (20 11) suggested that the design should be 
extremely usable for the vast majority of users. The author differentiated between 
usability and simplicity. Usability means easy to use in that it responds quickly, can be 
understood quickly, and it is tailored to a specific target group. Simplicity takes usability 
a step further. It means effortless to use in that it responds instantly, can be understood at 
a glance, and anyone can use it. Applying this concept to the grocery system may take 
OGS to a new level. 
New technology can be presented in many forms. Shea and Zivic (2003) indicated 
that new technology such as handheld wireless scanning units, in-store kiosks to up-sell 
or cross-sell consumers, 3D visual capability, and m-commerce can be used effectively to 
attain a profitable business. Innovative marketing ideas combined with new technology 
can have an even greater impact. For example, Tesco has led the way in instigating a new 
approach to OGS. Strother (2011) indicated that Tesco brought a virtual store to a high 
traffic subway area where consumers can scan quick response (QR) codes for the 
different grocery products and make purchases online directly with their smartphones. 
The products are displayed on attractive posters and they mimic how products would be 
displayed if they were on shelves in stores. The products can be delivered in the evening 
on the same day if purchases are made before 1 p.m. This provides convenience to 
consumers after a busy working day. 
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New technology can also be related to increased functionality. Freeman (2009) 
found that users' experiences of online grocery websites can be positive when technology 
is applied appropriately. The user interface of a website and payment system needs to be 
usable and efficient. The author suggested that the website should include "smart search 
facility with in-built spell checker; an intuitive shopping trolley system, clear presentation 
of product information and stock levels, and access to more detailed information on the 
current order" (p. 158). The author found that users found it stressful when they could not 
search for their items easily, add items to shopping carts for checkout, or view 
information such as stock levels and availability. This further reinforces that the 
following factors need to be considered: user experience, user perception of control, 
usability such as a better search engines or browsing capabilities, and virtual reality 
technology (Clark & Wright, 2007). 
Methodology 
This research study is conducted using a qualitative approach. The study aims to 
identify the key value propositions, sustainable business models, and positive 
technological influences by reviewing literature including journals, research studies, 
books, and other descriptive material. In the next section, established marketing and 
strategic analysis frameworks are applied in order to determine opportunities for the 
online grocery market in the North American region. 
Discussion 
Strategy 
Successful grocers have applied a focused differentiation strategic approach. This 
approach involves targeting a small segment of consumers with unique products (Porter, 
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1985; Carpenter & Sanders, 2007). In the context of the grocery market, grocers need to 
identify the market segmentation and offer an online shopping system to a specific target 
audience. 
Companies such as Peapod, FreshDirect, Amazon, and Walmart are using this 
approach to grow their online businesses gradually by ensuring supply meets demand. As 
observed from the case of Webvan, expanding too quickly in terms of product line, 
geographic locations, technology, and infrastructure will lead to costs outstripping 
revenue. One of the highest cost items in the online grocery system is associated with the 
delivery of products. Targeting specific regions may minimize this delivery cost. For 
example, by only offering a delivery service to a limited region with a high population 
density may increase the likelihood of reaching economies of scale. This further 
emphasizes that a segmented market approach is crucial. Market segmentation is 
discussed further in the next section. 
Market Segmentation 
In the literature review, we found that OGS appeals to shoppers who perceive a 
higher value from it than in-store shopping. Such shoppers may be in a particular age 
group with certain household incomes and sizes. They tend to (1) be technologically 
inclined; (2) value convenience because of their busy schedules and lifestyles; (3) have 
special needs (e.g., access to specialty products, physical constraints) ; (4) be price 
sensitive; and (5) value a greater product selection. E-grocers must develop marketing 
messages that target and appeal to these shoppers. These marketing messages will need to 
be delivered to shoppers through the proper media channels. 
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For marketing segmentation, firms must consider consumer characteristics and 
consumer behavior (Messinger, 1995). Consumer characteristics include geographic, 
demographic, and psychographic variables, whereas consumer behavior relates more to 
the benefit or perceived value of the proposition. 
Urban locations with a high population density have had more success from e-
grocers' perspectives, according to past studies. From the consumer perspective, shoppers 
who are located in remote locations may also value the convenience of delivery services. 
Although the current business models of handling delivery costs do not support shoppers 
in remote areas, further study of the viability of serving remote areas in a sustainable 
manner may be an opportunity for new entrants. 
Demographics consider the ages, incomes, genders, and ethnicities of shoppers. 
As discussed, young families and Baby Boomers are more susceptible to the OGS 
concept because of the perceived convenience factor. Generation Y grew up with online 
shopping; hence, they are more willing to use it. The behavioral shift in shopping style 
may be less noticeable for this group. Baby Boomers who may have physical constraints 
to visit store also have an incentive to benefit from this system. As observed in past 
studies, physical constraints can be a motivating factor for people to try OGS. Marketing 
messages will need to be tailored to attract the target audiences in these cases. 
Psychographies consider lifestyle, attitudes, interests, and opinions. Technology 
has been shown to influence shopper behavior. By making online grocery systems easier 
to use, shoppers are more willing to repeat purchase. However, if the system is 
cumbersome, shoppers will abandon OGS. Men and women also have to be treated 
differently as they have different shopping behaviors. Furthermore, alternating consumer 
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behavior has been identified as an inhibiting factor to OGS; therefore, it is imperative to 
use technology to make online shopping even easier. This could include using new 
technology such as 3D product displays and visual and verbal searches. Existing 
functionality may be enhanced to better categorize products, offer intelligent 
recommendations based on personal preferences and better support m-commerce on 
smartphones and tablet devices. E-grocers will need to consider these factors in order to 
create a better positioning statement. 
Sustainable Business Models 
E-grocery businesses that have used either the hybrid model or the pure play 
approach have shown success. Similarities between the models that have been successful 
have been observed, including growing slowly, targeting regions where demand is higher, 
focusing on regions with a higher population density, managing delivery costs carefully, 
forming strategic alliances, using segmented marketing approaches, and making the 
online grocery system easy to use. 
Hybrid grocery models have some advantages over the pure play approach when 
it comes to the online grocery market. They can leverage from brand recognition, an 
established customer base, expertise in the grocery industry, and existing retail stores as 
distribution centers. Although shoppers can choose to shop online at these stores and 
have products delivered, they can also opt to pick up orders in-store, which allows 
shoppers and grocers to avoid high delivery costs. In addition, by providing a pick-up 
service initially, grocers can test the market and determine demand. When the number of 
online shoppers reaches a suitable level, grocers can then offer the delivery service. 
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The online grocery system complements existing in-store services. It may also 
help grocery stores segment their target audiences by understanding user profiles, 
shopping preferences, and customer behavior. In tum, this will allow grocers to develop 
the right marketing messages for different target audiences, including price or quality 
seekers. For instance, grocers may find that OGS appeals to shoppers who find grocery 
shopping a routine process, buy the same items and would like to restock, dislike lining 
up at cashiers, dislike navigating for items in the store, prefer to shop conveniently at 
home, and like to take advantage of the additional capabilities offered by the online 
grocery system (e.g., saving shopping lists, viewing recommendations, filtering food 
products based dietary needs, and comparing prices). 
Seeing that the trend is moving towards online shopping, grocers can promote and 
implement the hybrid model to gain competitive advantage over other grocers. Compared 
with the pure play approach, hybrid models can easily promote online shopping to their 
large existing customer base. One way to promote online shopping is to create incentives 
for online shoppers such as providing exclusive discounts or special privileges. For 
example, shoppers who have purchased online may have access to an express lane at the 
cashier. This could appeal to shoppers who need to pick up a few additional items. 
The pure play approach has also shown promising results. The key concern for 
these models is handling delivery costs. Unlike the hybrid approach, pure play grocers 
rely solely on delivery to distribute products to shoppers. For this reason, grocers will not 
be able to cut delivery costs. In fact, they will need to find a cost-effective delivery 
service and focus on consumers who are willing to pay a premium for this service. 
Shoppers who are not price-sensitive will likely have higher expectations about the 
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quality of products and services. Ideally, both quality and prices are attractive. In fact, it 
has been shown that pure play grocers may be able to offer products at lower prices, yet 
higher quality, because of the shortened supply chain. This unique selling point must be 
emphasized in order to gain competitive advantage over hybrid e-grocers. 
As online grocery becomes more popular, new entrants will continue to enter the 
market with different models. An agent model such as that adopted by wegoshop.com 
overcomes difficulties that are not addressed in the existing pure play or hybrid models. 
For example, agents shop at multiple stores in order to attain the best prices and cater to a 
high level of detail in terms of shopper preferences. Thus, they provide a higher degree of 
service than the hybrid and pure play models. Further study is therefore required on the 
agent model. 
Mysupermarket is another example of the agent model. This company has taken 
OGS to the next level by providing a platform or centralized area in which online 
purchases can be made from different stores (e.g., hybrid or pure play). The agent model 
allows grocery prices to be compared easily on the online system. Schwarzl and 
Heinemann (20 1 0) found that purchasing decisions are more influenced by price 
comparison websites than company websites. This suggests that the added value of 
comparing prices may drive more people to OGS. This type of offering may thus pose the 
threat of price wars on low profit margin items. Incumbents will need to be aware of new 
entrants with the agent model. 
Key Value Propositions 
Regardless of the business model chosen, however, e-grocers need to offer an 
attractive set of value propositions to shoppers. Perceived value is based on the 
32 
usefulness and ease ofuse of the online grocery system. Technology has had a major 
impact on the ease of use through web evolution, mobile Internet access, apps, barcodes, 
and QR recognition using mobile devices. Moreover, perceived value can be different for 
different types of shoppers. Depending on shopper type, different sets of factors are 
valued differently. The different factors of perceived value in OGS can be classified into 
the following perspectives: price, quality, convenience, entertainment, product, and 
control. 
Further study is required on determining the ranking of these perceived values, 
which may be dependent on shopper type, gender, and consumer behavior. Convenience 
has been ranked as the most important aspect; however, this factor alone does not seem to 
drive usage. Although convenience may be perceived differently, price and quality have a 
more quantifiable impact. Previous studies have shown that low-price higher quality 
products can drive the adoption rate of OGS. Furthermore, entertainment and control also 
affect value. For example, entertainment might attract more women shoppers to adapt to 
online shopping, while control over product selection and the personalization of products 
adds additional value to OGS. 
Technological Influences 
The integration of technology affects the different aspects of perceived value: 
• Convenience- Improvement in website design; use of mobile technology; 
innovative marketing strategies that bring the virtual store to busy subway locations. 
• Quality- ability to view and select the quality of products; view product 
quality using 3D technology; view ratings of product quality from a third party. 
• Price- discounts; promotions; price comparisons; coupons . 
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• Entertainment- Use of Web 2.0 and 3.0 to provide entertainment in terms 
of product reviews, ratings, and comments; value-added information such as sharing meal 
plans and getting recipe recommendations; videos of recipes and promotions for new 
products. 
• Product - Better navigating (browsing or searching) tools; better 
categorization of products to account for dietary, religious, ethical, or natural needs; 
intelligently recommending products based on quality, price, or health factors. 
• Control- Use Web 2.0 and 3.0 technology; functionality to allow products 
to be displayed based on personal preferences; ability to select produce with more 
control. 
As seen in the Tesco example, existing technology combined with innovative 
ideas can also make an impact through guerilla marketing. Grocers will need to be 
creative when it comes to marketing. Mysupermarket is a good example of a company 
that uses existing technology with a creative concept in order to implement the agent 
model. Technology is clearly an important factor that can assist grocers in taking 
advantage of the opportunities and overcoming the challenges in this market. 
Conclusion 
The findings of this study showed that there are still opportunities for the online 
grocery market to grow in North America. Technological advancements have allowed 
OGS to be in a much better position than when it was first introduced. Moreover, 
technology has influenced how consumers perceive the value of OGS in terms of 
convenience, price, quality, entertainment, product selection, and control. Furthem1ore, 
improved website design, increased Internet usage, and increased popularity in m-
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commerce and e-commerce activities have encouraged consumers to shop online and this 
is expected to continue. 
Although technology can influence business growth, however, growth in the 
online grocery market should not solely rely on technology advancements. As with any 
business, a sustainable business model with a clear set of core value propositions is 
required to increase the chance of success in this market. Specifically, this means a 
consideration of business strategy and marketing plans are mandatory. 
The results presented herein suggest that using a differentiated strategy to 
segment markets is the most appropriate approach. Regardless of which business model 
is adopted (pure play or hybrid), the key factor is to grow slowly, manage costs and 
revenue closely, target segmented markets, and focus on gaining competitive advantage. 
In addition, grocers will need to pay attention to new entrants that implement the agent 
model. This model has the opportunity to act as a game-changing technology in the 
online grocery market. Further investigation and experimentation in the agent model is 
strongly recommended. It would be interesting to quantitatively assess if consumers 
prefer the agent model over the pure play or hybrid model. Moreover, a case study to 
assess the business performance of the agent model would be very interesting. 
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